(E, say) is between a minimum amount (Emin) and a maximum amount (Emax) both defined in instructions given by the Supervisory Service. The former bound is linked to the solvency requirements implying that in case of E >~ Em|n the company is allowed to continue its activity at least one more year, whereas the latter amount, Emax, is associated with taxation. This upper bound is considered indispensable owing to the deductability of transfers to the technical reserves.
Let X be the total amount of claims after deducting cessions and retrocessions to reinsurers; let P be the annual earned premiums after deducting reinsurers' share and administration costs. Further let C be the capital and free reserves. Then the minimum amount Emln is de*ined in principle by the equation
where the factor I.o5 refers to the rate of interest. There is, however, a further restriction, nA.
Consequently if a company has to calculate the function F(x) it must estimate the numbers n~ and the distribution functions Sk. In order to facilitate estimation a large set of common claims statistics has been collected, particularly useful for estimation of the tails of the functions Sk. Specific instructions are needed for reinsurance accepted and for cessions. and with the size M of one claim is more dangerous than F(x) if the disturbance caused by steps in the Poisson function is removed. Since the function y(~) is given as a table in the instructions, the test calculation becomes elementary.
The maximum amount Emax is based on the condition that the equalisation reserve may remain at most with a probability of 99 per cent positive during the period of the next five years assuming that each year n = E (I + q~)nk. Consequently Emax is determined by means of a five fold integral which is easily calculated as soon as F(x) is known (this kind of integral and also more complicated five year assumptions can be treated conveniently by a Monte Carlo method). In practice, however, the calculation of Emax also becomes necessary only exceptionally, because in this case too it is possible to construct elementary tests which normally verify directly that E ~ Emax.
In the rare event that a company cannot avoid the calculation of F(x) the main task is the estimation of functions Sk. As soon as these are known there is a standard computer program which calculates F(x) fairly quickly and consequently at a low price. By means of this standard program companies are released from the necessity of having experts familiar with mathematical problems in connection with the calculation of generalised Poisson functions.
